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ACCOUNTING FOR SUPPLEMENTAL LABOUR COSTS 
By Nem K. ALEXANDER ... 


Mr. Alexander is a graduate of Secon Delve: ciliate he studied 
Business Administration and obtained his M.B.A. degree. He is 
also a C.P.A. and a member of the Texas Society ‘of Certified 
Public Accountants. His interest in Cost Accounting is further 
emphasized by the fact that his Master’s Thesis dealt with case 
studies of process cost accounting. After service with the Navy 
during the war, Mr. Alexander joined the staff of the University 
of Texas, and in 1950 he was appointed to his present position as 
Associate Professor of Accounting at Texas Christian University, in 


Fort Worth. 


A COMPANY’S VIEW OF LABOUR RELATIONS AND 
COLLECTIVE BARGAINING 
By W. Sranuey Lee, M.B.E. 


Vice-President and General Manager of National Sea Products 
Limited, Halifax, Mr. Lee was President of O’Leary & Lee Limited 
before World War II. In 1940 he joined the Federal Department of 
Fisheries and served with the Wartime Prices and Trade Board 
from 1941 to 1945. He was appointed Director of National Sea 
Products Limited, in September 1945, became General Manager in 
1947, and was appointed Vice-President in 1950. A Past President 
of the Rotary Club, Mr. Lee was awarded the M.B.E. in July 1946. 


INDUSTRIAL PENSION PLANS 
By T. E. Rospertson 

Mr. Robertson is Treasurer of Canadian Westinghouse Co. Ltd., in 
Hamilton, Ontario. After matriculation, he joined the Bank of 
Montreal, and later transferred to the Treasury Department of the 
T. Eaton Co. Ltd., in Hamilton. In 1936 he joined the G. W. 
Robinson Company and was appointed Secretary and _ Store 
Manager. He served in this capacity until 1950, when he went with 
Westinghouse and was appointed to his present position in May 
1952. Mr. Robertson is intensely interested in welfare work and 
was recently Treasurer of the Senior Chamber of Commerce. 
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kditorial Comment... 


Anti-Combines Investigation 


In connection with a report published by the Combines Com. 
missioner on several fine paper manufacturers, an exchange of very 
interesting correspondence has taken place between the Honourable 
Stuart S. Garson, Minister of Justice and Mr. R. M. Fowler, the legal 
counsel for the Fine Paper manufacturers concerned. This corre- 
spondence has been published in booklet form by the Fine Paper 
Industry of Canada, P.O. Box 215, Montreal 6, Quebec, and certainly 
makes very interesting reading. Apart from the fact that the Com- 
_ missioner’s report has been issued still under the old procedure, al- 
though the new Commission, was, at that date, established and ready 
for business — the legal counsel’s first letter brings out the fact that 
in this case, no statement has been made by the Commissioner that the 
price agreement between the parties concerned was “undue” and of 
actual detriment to the public. Mr. Fowler contends that this is the first 
case that a price agreement per se has been reported upon of which 
no detrimental effect could be proven to the public. 


In his answer, the Minister of Justice states that, “the Courts have 
consistently held that substantial elimination of competition, con- 
stitutes detriment (to the public) and have as consistently refused to 
undertake the responsibility of saying that the particular fixed price is 


a reasonable price.” 


Mr. Fowler questioned in his rebuttal, the Minister’s statement of 
the law on a number of grounds. He claims that he could not find any 
case decided by a Canadian Court in which an agreement to fix prices, 
has in itself been held to be illegal without further proof of other facts 
which showed that it had been detrimental to the public. The statute 
itself in its definition of “Combine” requires that “the combination of 
two or more persons by way of an agreement having the effect of fixing 
a common price, has operated or is likely to operate to the detriment of 


the public.” 


Section 498 of the Criminal Code, although not involved in an 
investigation under the Act, provides that “everyone who agrees with 
another person to enhance unreasonably the price of any article is 
guilty of an offence.” Mr. Fowler also quotes the new Restrictive Trade 
Practices Commission requirements under Section 19 (1) which are “to 
appraise the effect on the public interest of arrangements and practices 
disclosed in the evidence.” Finally, he deals with a basic question, what 
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function the government should perform in the regulation of business 
in the free enterprise system. 

In a further letter, the Minister of Justice ventures to state that Mr. 
Fowler’s interpretation of the law “that under Canadian law, it is not 
illegal for an industry to discuss prices and reach some actual or tacit 
agreement about prices, would come as a shock to the public if the 
public were asked to believe that this opinion was held generally by 
industry itself.” 

Although this investigation has been conducted under the old 
procedure, the outcome will be of tremendous interest to all industry 
in Canada, in view of the basic difference in the points of view of the 
Department of Justice and the representative of the Fine Paper industry 
which were developed in this correspondence. 

It can safely be stated that the Anti-Combines Legislation in Canada 
has many features corresponding with the Anti-Trust Laws in the 
United States. There the change in government seems to indicate at 
least a relaxation in the application of the Anti-Trust Legislation as 
may be concluded from the failure of the Republican Government to 
take up the investigation of the petroleum industry conducted by the 
Truman Government so vigorously before the recent election. 

It will, perhaps, be beneficial in Canada too, to question the limits 
to which legislation should go in protecting a public, which in its role 
as consumer, has proven in the past year, that it can defend their 
interests quite vigorously without government interference. In _ the 
United States, price control by government regulation has certainly 
not produced as good as result as has been achieved in Canada without 
prohibitive legislation. 


Conflict For Business Success, Theme Of Novel 

“Cost and Management” is not usually concerned with fiction. 
However, Executive Suite, an original novel, by Cameron Hawley, and 
published in 1952 in a 35c edition, by Ballantine Books Incorporated in 
association with Houghton Mifflin Co., merits an exception. 

The author, a business executive himself, and a recipient of a long 
list of awards including the designation “The 1946 Man of the Year” in 
industrial marketing, describes vividly the events that take place be- 
tween 2:30 p.m., Friday, when Avery Bullard, President of the Tredway 
Corporation dies suddenly without designating his successor, and 4:00 
p.m., Saturday, when the conflict is resolved in a revealing climax. 

It is refreshing to see that the happenings in the management of a 
middle-sized Company make really interesting reading and will. per- 
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haps, give the unsuspecting non-businessman a glimpse behind the 
curtain of the scene on which daily many a real human drama is played 
in the “Mahogany Row” of our industrial and business enterprises. Two 
of the five contestants for the presidency of the Ballard Company are 
connected with the financial administration, i.e. the treasurer and the 
controller. Although the final victor is the vice-president in charge of 
design, both the treasurer and the controller show a number of 
interesting traits. The controller is described as “a specialist in in- 
dustrial management, a man of enormous competence, who foresaw 
every detail.” Nevertheless, the author’s and, therefore, the readers’ 
sympathy will not always stay with this figure in the novel which we 
hope does not indicate that a controller cannot be well-liked in his 
Company. 

This novel, could, perhaps, convey to talented young men on the 
verge of choosing their career, the impression that the life of a business 
executive may be as interesting, as full and as rich, and to say the last, 
but not the least, as rewarding as a Hollywood venture. Let’s hope that 
this book will have some successors in its field of interest. 


PERSONALS 


C. A. Bamey has been appointed Manager for the Province of 
Manitoba for the Friden Calculator Agency. Mr. Bailey was a board 
member of the Windsor Chapter before his transfer to Winnipeg. 


J. M. Orrersern, F.L.M.1., has been promoted to the position of 
Executive Assistant at North American Life Assurance Company. He 
was formerly Manager of the Planning Department. Mr. Otterbein is a 
member of the Toronto Chapter, and at one time was Chairman of the 
Student Section. 


G. C. Ritrcey, R.LA., was appointed President and Managing 
Director of Bentley’s Ltd., Truro, Nova Scotia. Mr. Ritcey was Comp- 
troller of the J. & M. Murphy Ltd., Halifax, prior to his appointment. 
He is a charter member of the Halifax Chapter and also of the Nova 
Scotia Society. 
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C & M Round-Up... 


By N. R. Barroor, R.A. 


Incentive Bonus Plans 

A recent survey covering 6,600 Industrial Firms employing 3% of a 
million workers show: 

900 establishments or 14% of the total have incentive schemes. 

These firms employed more than 200,000 workers. 

Actual participants in schemes were 94,000. 

46% of workers in firms using incentive were receiving incentive 

pay. 

12% of total number of employees in firms surveyed are receiving 

incentive bonus. 

It is apparent then, that incentive bonus schemes are more in use 
in larger corporations, They can more readily employ the necessary 
industrial engineering, time study and exiensive record keeping. 

Types of industry most interested in incentive schemes are Rubber, 
Electrical, Non-ferrous Metal, and Clothing Manufacturers. 


Savings 

Savings accounts in Canada in 1952 totalled 7,700,200 or 319,300 
more than in 1951. 

Dollar value increased 6.6%. The per capita savings equalled 
$636.00 or $14.00 more than 1951. 

87% or 6,665,700 accounts have less than $1,000.00 in them. The 
average in this group is $163.00. 

There were about 1,000 accounts with over $100,000.00 on deposit. 

Total money in savings accounts was over 44 billion. 


Oil And Gas 


Here is a quick look at the current picture on Canadian oil industry. 
Known reserves, 1952 — 1.8 billion bbls.; 9.8 trillion cu. ft. of gas. 
Ability to produce 290,000 bbls. daily. 

Producing Wells — 4,000. 

Capital provided since 1946 — 1.5 millions. 

There were more strikes of crude oil in 1952 than 1951 and our 
reserves are climbing. 

British Columbia, Saskatchewan and Manitoba are assuming in- 
creasing importance. Saskatchewan has known reserves of 60 
million and Manitoba 10 million bbls. 

Gas reserves are jumping constantly, 3 or 4 wells per week are 
discovered. 
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Approximately 85 new oil discoveries were made in 1952. 


Canadian usage has jumped 85% since 1946. 
Lo) 


Life Insurance 
For nine months of 1952 Life Insurance companies in Canada paid 
out nearly 74 millions. This was 5 million more than the corresponding 
period of 1951 and 22 millions more than the same period in 1947. 
Higher payments are previously due to the growth in the volume of 
life insurance in force. 


Actual figures for the nine months under review show: 


No. Claims Amount Percentage 
Ordinary Policies 22,370 53 million 72% 
Group Policies 8,338 14 million 19% 
Industrial Policies 23,857 6.6 million 9% 


In addition to death claims the life companies distributed 113.5 
millions in other benefits to living policy holders; this in comparison to 
total benefit payments of $187.4 million. 


Freight Rates 
The Board of Transport Commissioners have handed down a judg- 
ment which may well affect the whole distribution system in Canada. 
Ottawa’s policy has been to equalize freight rates as much as 
possible across Canada. This will have a profound effect on certain 
Canadian Industry that hitherto has found it highly unprofitable to 
sell in the far reaches of the Dominion. Large bulk shippers have in 
many cases had to turn down business in the East and West because of 
prohibitive rail charges. 
The new ruling lays down a uniform scale of mileage class rates. 
This means that with some few exceptions shippers in all parts of 
Canada will pay the same class rates for sending goods over equal 
distances. 
Class rates affect only a small part of Canadian freight movement, 
but these rates are the foundation of most other rates. 
The general effects would be: 
1. Within Western Canada, rates would go down, with the drop 
ranging to over 20%. 

2. Within Ontario - Quebec, Class 1 rates would go up, in some 
cases by only 5-10%, while in others as much as 25%. For 
Class 2 to 10, changes on the average would be smaller and 
increases would outnumber decreases. 


46 





aid 


ing 


of 


Lge 


3.5 


to 








Cc. & M. ROUND-UP 


3. Within the Maritimes and Newfoundland, there would be no 
change. 

4. On hauls between Eastern and Western Canada, for longer 
distances, rates will be lower. A great deal here will depend on 
what is decided in connection with “rate groupings”. 

5. On hauls between the Maritimes and Newfoundland and terri- 
tory west of Montreal, changes up or down in rates will apply 
only to that part of the run from Montreal west. 

To accompany the new equalized uniform mileage scale, a new 
freight classification is being prepared. It will replace the basic classi- 
fication now in use, which was issued in 1937. In the intervening 15 
years new kinds of merchandise and new kinds of packaging have 
become common. About one-third of the material for the new classi- 
fication is drafted and set in type. Now that the equalized class rate 


scale is announced, the rest can be done more quickly. 


Defense Spending 

Defense expenditures fer this year will be close to 2.1 billions. 
Defense construction and items like clothing and barrack stores will be 
less in 1952. 


Estimates for the year show: 


Equipment $851.2 million 
Materials and Supplies 383.3 million 
Building and Works 371.6 million 
Defense Forces Pay and Allowances 251.5 million 
Civil Salaries and Wages 81.4 million 
Pensions, ete. 35.7 million 
Travelling, Removal , 32.4 million 
Miscellaneous 99.3 million 
Taxes 


An optimistic and persistent attitude toward tax problems is of 
distinct help. As with any problem results gained are in direct ratio to 
the amount of information used and the length of attention. 

A review of the decisions of the Income Tax Appeal Board from 
1949 to 1952 show that taxpavers are winning a greater number of cases. 

The schedule shown below demonstrates this quite well. 


In Taxpayers’ In Govt. 
Year Total Favour Favour 
1949 38 6 - 15.8% 32 - 84.2% 
1950 258 62 - 24.0% 196 - 76.0% 
1951 413 180 - 43.6% 233 - 56.4% 
1952 169 719 - 46.7% 90 - 53.3% 
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Current Articles of Interest... 


A compilation of current articles available to 
members on loan from the library of the Society. 


ACCOUNTING METHODS 
BETTER ADMINISTRATION THROUGH BETTER METHODS, by W. C. Marks, N.A.C.A. Bulletin 
— January 1953, Sec. 1. 
ACCOUNTS PAYABLE 
THE FREQUENCY AND IMPORTANCE OF ERRORS IN INVOICES RECEIVED FOR PAYMENT, 
by Robert H. Gregory, The Controller — January 1953. 
ASSETS, FIXED 
FIXED ASSETS AND CURRENT COSTS, by Albert L. Bell, The Accounting Review — January 
1953. 
FIXED ASSET PROCEDURES OF A TOBACCO MANUFACTURER, by F. Judd, N.A.C.A. Bulletin— 
January 1953, Sec. 1. 
TAKING EMERGENCY FACILITIES INTO PROPERTY ACCOUNTING, by J. M. Whalen, N.A.C.A. 
Bulletin — January 1953, Sec. 1. 
BANKS AND BANKING 
A BANKER LOOKS AT AN AUDITOR’S REPORT, by F. A. R. James, The Canadian Chartered 
Accountant — January 1953. 
BILLING 
CYCLE BILLING SYSTEM FOR THE RETAIL BUSINESS, by Research Committee, Cleveland 
A.S.W.A., The Journal of Accountancy — January 1953. 


BONDS 

FORMULA PLAN INVESTING, by Robert A. Warren, Harvard Business Review — January- 

February 1953. 

BUDGETS AND BUDGETING 

HUMAN PROBLEMS WITH BUDGETS, by Chris Argyris, Harvard Business Review — January- 

February 1953. 

COST CONTROL 

COST CONTROLS FOR THE ROAD AHEAD, by S. Z. Bronner, N.A.C.A. Bulletin — January 


1953, Sec. 1. 
THE FUNCTION OF THE COST ACCOUNTANT IN COST CONTROL, by Paul Crossman, The 
Accounting Review — January 1953. 


COST REDUCTION 
COST REDUCTION — RX FOR TO-MORROW’S PROFITS, by A. M. Hartogensis, N.A.C.A. 
Bulletin — January 1953, Sec. 1. 
EDUCATION AND TRAINING 
ADMINISTRATIVE ACCOUNTING IN THE ACCOUNTING CURRICULUM, by G. Winston 
Summerhill, The Accounting Review — January 1953. 
CURRICULUM BUILDING FOR PROSPECTIVE INDUSTRIAL ACCOUNTANTS, by Russell Bowers, 
The Accounting Review — January 1953. 
FINANCIAL STATEMENTS 
WORK SHEET FOR FUNDS STATEMENT PROBLEMS, by Robert H. Gregory and Edward L. 
Wallace, The Accounting Review — January 1953. 
FOUNDRIES 
COSTING FOR SMALL CAPTIVE GRAY IRON FOUNDRIES, by R. E. Fuller, N.A.C.A. Bulletin — 
January 1953, Sec. 1. 
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GOODWILL 
THE ASSET OF GOODWILL — PART II, by a Practising Advocate, The Accountants’ Magazine — 
January 1953. 
INDUSTRIAL PLANNING 
SOME GUIDES TO LONG-TERM PLANNING, by M. W. Cresap, Jr., N.A.C.A. Bulletin — January 
1953, Sec. 1. 


INDUSTRIAL RELATIONS 
BUSINESS LEADERSHIP AND A CREATIVE SOCIETY, by Abram T. Collier, Harvard Business 
Review — January-February 1953. 
NEW TRENDS IN INDUSTRIAL HUMAN RELATION, by King MacRury, The Controller — January 
1953. 


INTERNAL AUDITING 
ESSENTIAL ELEMENTS IN A PROGRAM OF INTERNAL AUDIT, by E. L. Kohler, The Accounting 
Review — January 1953. 
INVENTORIES 


THE “LIFO-OR-MARKET” PLAN, by K. Engelmann, The Accounting Review — January 1953. 
TANK CONTENT MEASUREMENT FOR VERIFICATION OF LIQUID INVENTORY, by R. H. Browse, 
C.P.A., The Journal of Accountancy — January 1953. 


MANAGEMENT 


BUSINESS LEADERSHIP AND A CREATIVE SOCIETY, by Abram T. Collier, Harvard Business 
Review — January-February 1953. 

THE MANAGEMENT ACCOUNTANT IN ACTION, by Harry Norris, A.C.A., H. C. Rutherford and 
A. Holdsworth, B.Com., F.C.W.A., The Cost Accountant — January 1953. 

RELATIONS WITH MANAGEMENT, by N. G. Lancaster, The Federal Accountant — November 
1952. 


MINES AND MINING 
THE DEPLETION PROBLEM, by Nathan Seitelman, The Accounting Review — January 1953. 


OVERHEAD 


OVERHEAD HAPPY — OR MAD WITH THE APPORTIONMENT, by H. L. Thomas, A.C.A. (Aust.), 
The Chartered Accountant in Australia — November 1952. 


PENSION PLANS 
METHODS OF FUNDING PENSION PLANS INVOLVING LESS THAN 50 LIVES, by Herbert L. 
Jamison, The New York Certified Public Accountant — January 1953. 
A NEW PENSION PLAN, by R. Minturn Sedgwick, Harvard Business Review — January- 


February 1953. 
PENSION PLANNING FOR SMALL ENTERPRISES, by Abraham J. Briloff, C.P.A., The New York 
Certified Public Accountant — January 1953. 


SMALL BUSINESSES 
FINANCING THE SMALL BUSINESS, by John Kinross, The Accountants’ Magazine — January 


1953. 
USE OF PLANNING AND CONTROL TOOLS BY SMALL COMPANIES, by R. U. Wellington, 


N.A.C.A. Bulletin — January 1953, Sec. 1. 
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PAYNE, PATTON & PUGSLEY 


CHARTERED ACCOUNTANTS 








Gordon S. J. Payne, C.A. Donald R. Patton, C.A. 
Philip T. R. Pugsley, C.A. 
507 University Tower, Montreal 2, UNiversity 6-6961 | 











SENIOR COST CLERK REQUIRED: 
Applicants should have at least two years experience in Standard 
and Process Manufacturing Costs. A student of a recognized 
accounting association is preferred but this is not essential. 
Age, education, experience, marital status, and salary expected, 
should be included in applications. Please forward all replies to: 


Cost and Management, Box 27, 66 King St. E., Hamilton, Ontario. 











CURRENT ARTICLES OF INTEREST (Continued) 


STOCKS, STOCKHOLDERS, BROKERS 


ACCOUNTING FOR STOCK DIVIDENDS AND STOCK SPLIT-UPS. The Journal of Accountancy — 
January 1953. 

FORMULA PLAN INVESTING, by Robert A. Warren, Harvard Business Review — January- 
February 1953. 


ADDRESS OF PUBLICATIONS 


N.A.C.A. Bulletin, 505 Park Ave. (fourth floor), New York 22, N.Y. 

The Canadian Chartered Accountant, 10 Adelaide St. E., Toronto, Ont. 

The Journal of Accountancy, 270 Madison Ave., New York 16, N.Y. 

The Cost Accountant, 63 Portland Place, London W-1, England. 

Harvard Business Review, Gallatin House, Soldiers’ Field, Boston 63, Mass. 
Factory Management and Maintenance, 330 W. 42nd St., New York 36, N.Y. 

The Federal Accountant, Vaughan House, 108 Queen Street, Melbourne C-1. 

The Accountants’ Magazine, 27 Queen Street, Edinburgh 2, Scotland. 

The Controller, 1 East 42nd St., New York 17, N.Y. 

The New York Certified Public Accountant, 677 Fifth Avenue, New York 22, N.Y. 
The Chartered Accountant in Australia, Box 3921, G.P.O., Sydney, New South Wales. 


The Accounting Review, 450 Ahnaip St., Menasha, Wisconsin. 
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DITTO HELPs 
“DELIVER THE 
GOODS’ 






done in every line of business. 


Without mats—without stencils—Ditto streamlines procedures 
of the most complex nature—takes routine office copying in stride 
— provides copies of anything written, typed or drawn in 1 to 8 
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MANUFACTURING 

Order and Billing Systems 

Production Order Systems 

Purchose Order Systems 

Payroll Systems, Accounting Reports 

Salesmen’s Bulletins, Price Book 
Sheets, Quotas, etc 

Charts, Mops, Graphs, Drawings, ete. 

WHOLESALERS 

Order and Billing Systems 

Salesmen’s Bulletins, Price Book Pages 

Price Book Changes 

FINANCIAL INSTITUTIONS 

Daily, Weekly and Monthly Statements 

Trust Reports, Stock Transfers 

Installment Loon Systems 

INSURANCE COMPANIES 

Policy Card Records, Bulletins to Agents 

Reports, Statements & Abstracts 

PUBLIC SERVICE 

Merchandise Orders, Service Orders 

Requisition and Purchase Order 
Systems, Bid Requests 

RAILROADS 

Passing CarReports, Operating Reports 

Car Interchange & Interline Exchange 

Accounting and Financial Statements 

MEAT PACKERS 

Order and Billing Systems 

Sales Bulletins and Price Lists 

Accounting and Financial Statements 





DEPARTMENT STORES 
Accounting and Fis.uncial Reports 
Sales and Stock Reports 

Ruled Forms, Bulletins, etc. 


CHAIN STORES 
Warehouse Order and Billing 
Price Lists and Changes 
Advertising Layouts 


CONSTRUCTION & BUILDING 


Specifications, Bid Requests 
Drawings and Sketches 


PRINTING & PUBLISHING 

Printing Orders 

Advertising and Circulation Statistics 
Advertising Presentations ES 
Payroll Systems 
Reports and Statements 


ASSOCIATIONS g 
Bulletins to Members, Credit Inquiries % 
Statements and Reports 


ACCOUNTANTS 

Profit and Loss Statements 
Balance Sheets, Audit Reports 
Ruled Forms, Working Papers 


GOVERNMENTS 
Accounting Reports, Bid Requests 
Purchase Orders 

Engineering Drawings 

Charts and Graphs 
Specifications 
Material Lists 






























Profitable peacetime operations stem from prompt delivery of 
goods—things accomplished—costs curtailed! Supreme in the 
field of business systems, Ditto’s One-Writing Method has proved 
itself the easier—quicker—more economical way to get things 


colors—assures photographic accuracy. Master sheets—on paper 
stock—are so inherently flexible that all, or any part, of data may 
be used (or added to) whenever, wherever needed. 
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Call or write any 
itto. 


more facts about 





{@e2eeeee2ee MAIL COUPON TODAYaamm: 


oe a a 
OF CANADA, LTD. 
310 Spadina Ave., Toronto, Canada 
Please send us free, without obligation, actual 
forms and literature showing how "Vito can 
be used in your business. 
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Save time with 
Addressagraph 


Simplified Business Systems 





Addressograph writing is the fastest, most accurate 
method of putting words and figures on business 
forms. Chances are you are paying for Addres- 
sograph equipment whether you have it or not. 
Investigate Addressograph advantages, soon! 


ADDRESSOGRAPH - MULTIGRAPH 


of Canada Limited 


TORONTO, ONTARIO 


Sales and Service Branches Across Canada 
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Supplemental Labour Costs... 
By Net K. ALExAnper, B.B.A., M.B.A., C.P.A., 


Associate Professor of Accounting, 
Texas Christian University, Fort Worth, Texas. 


The author proposes that much of the solution to the problem of 
appropriate control lies in finding means for showing up these fringe 
costs in their proper light. He offers two alternative methods and then 
discusses the objections and the advantages. 


HE PROBLEM facing management, ergo the cost accountant, in 

connection with the so-called “fringe” benefits to labour, has been 
aptly pointed up by the 1950 annual report of The United States Steel 
Corporation (page 23) : 


Few people are aware of the full extent of the increase since the 

1930’s in the cost of an hour’s work. The reason is that in wage 

compilations, there is a general failure to include with the basic 

straight time wage rates numerous items of so-called “fringe” 
employment cost. The full cost of an hour’s work to an em- 
ployer includes not only the straight time rate for time worked, 

but many other costs that have been advancing rapidly in the 

past fifteen years. Such other costs include: overtime, holi- 

day and shift premiums; vacation costs, pension and insurance 
costs; welfare fund payments; government old age and un- 
employment benefit taxes, workmen’s compensation payments; 
accident and hospital expense; reporting time and other allow- 
ances; and, in certain mining operations, portal-to-portal pay- 
ments. These “fringe” items have exactly the same effect upon 
production costs and selling prices as though they were straight 
time wages. The cost per employee of these “fringe” items to 

U.S. Steel in 1950 averaged about 34 cents an hour or 21 per 

cent of the straight time hourly wage. The straight time hourly 

wage of U.S. Steel’s average mill worker for 1950 was nearly 

114 times the rate paid in 1936, but the “fringe” costs were 

eight times as great. 

That much of this supplementary cost tends to fall beyond the 
purview of management was illustrated by the words of Mr. Ben F. 
McClancy, General Manager of The Associated Industries of Cleveland, 
speaking at the University of Missouri: 

“Eighteen billion, seven hundred and twenty-five million, one 

hundred and six thousand, four hundred is a good round 
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figure. Tack a dollar mark in front of it and it sounds like a 
loan to Europe. Yet it is hidden. Every year this sum is 
disbursed from the collective pockets of United States em- 
ployers, and they, anesthetized by unawareness, only vaguely 
miss it. Worse than that, the people to whom it goes hardly 
realize that they are getting it. I refer to America’s hidden pay- 
roll — the salary with the fringe on top.” 

The problem as the writer sees it is not so much that of finding 
means to lessen this cost; for probably few items can be decreased — 
the trend seems to be in the opposite direction — but of so appointing 
corporate records and procedures that they shall describe the costs for 
costs arising out of the fact that men and women 





what they really are 
are hired to do work. 


Analyzing Fringe Costs 


A portion of the problem involved here is to be found in the 
current burden accounting procedures. For example, we find costs 
which tend to be correlated with calendar time, such as taxes, de- 
preciation, and similar items, collected into the same category with 
costs arising out of the fact of employment of people, such as indirect 
labour, workmen’s compensation insurance, intraplant transportation, 
etc. Also classed as burden charges are the costs incident to the handling 
of materials and carrying on a manufacturing operation, such as 
machine repairs, inventory insurance, and utility costs. Such diverse 
cost origins in themselves present the accountant and management with 
problems of great moment. In spite of the difficulties however, relative 
success in dealing with burden has been obtained through such devices 
as standards, cost pools, predetermined rates, ete. 

Why not, then, make burden accounting techniques work for us 
more appropriately by separating and properly defining these fringe 
items for what they really are — Labour Cost? Whether a cost results 
from the making of a labour contract at so much per hour per worker, 
or whether a cost results from efforts to accumulate a labour force and 
keep it, the purpose of incurring such costs other than for the obvious 
one of keeping a business operating is to meet an economic and social 
obligation that business organizations are required to mect. Why, then, 
do we treat such costs as something extraordinary, as something of 
overhead or of administrative expense? Is it not possible that we have 
attempted to deal with a relatively new problem by trying to fit it into 
an older technique of accounting? Have we not thereby made our 


accounting problem more difficult? 
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Illustration of this last point may be found in current burden 
accounting procedure. Generally, in seeking information through a 
system of accounts, the accountant first records a cost according to its 
type, location or causation. Such classification permits us to measure 
current amounts against historical data or standards. Frequently these 
items are then redistributed (usually as a conglomerate) against func- 
tional designations such as manufacturing, selling, administration, ete. 
Here we see a possibility for error. First, original cost recognition, and 
second, redistribution, are open to subjective error. Then, through the 
process of adding various cost types together (conglomeration), the 
necessity arises to substitute a single basis of classification for the many 
bases that existed prior to conglomeration. For example, depreciation 
of machinery is a cost factor which depends largely upon usage and 
obsolescence; property tax depends upon assessed valuation of realty 
and personalty; yet each cost is commonly treated as burden, often 
within the same cost pool. So we have mechanical wear and tear and 
citizen’s duty being distributed to product or operation cost on the same 
basis, say, productive labour hours on a job, the logic of which obviously 
calls for some stretching of the imagination. 

Specifically with regard to those items of burden which may be 
described as supplementary labour cost, the writer believes that they 
should continue to be recognized and classified according to their every- 
day designations such as vacation pay, holiday pay, workmen’s com- 
pensation, ete. By so doing, management will still be able to gauge 
them period by period, to compare them, and to submit them to 
statistical analysis and manipulation according to need or desire. But 
then these fringe items should be described and further distributed 
according to their true nature — the cost of a labour force. 


Relation Of Fringe Benefits To Labour Cost 

In proceeding toward a solution of this problem, let us use as 
examples payroll taxes, workmen’s compensation insurance, vacation 
pay, shift differential payments, meal subsidy, and pension cost; let us 
also examine the nature of these costs in some detail. It will be noted 
that each of these examples differs markedly from the others. 

First, payroll taxes have their source in a requirement of law, and 
basically are measured in a direct dollar-and-cents relationship to 
straight-time earnings. Second, workmen’s compensation insurance, 
though it arises out of a duty imposed by the law, is a cost which to 
considerable extent is based upon accident experience. It, too. is based 
upon payroll earnings at the prevailing rate determined by insurance 
companies. Third, vacation pay arises from the pressures of labour 
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demands, custom, and the realization of intangible benefits both to 
employer and employee. The cost involved may be closely related to 
earnings. Fourth, shift differential payments may be said to arise out of 
the necessity to offer an inducement for work during more or less un- 
desirable hours of work. Some difficulty in relating the cost to total 
wage earnings will be met, but the differential will be found to be based 
on regular time rates. Meal subsidy, the fifth item, presents still 


another aspect — that of an activity not connected with the labouring 
process except very indirectly — and then largely in a pyschological 


sense. Generally, the subsidy is in the form of operating a company 
cafeteria at a loss. Still, the cost arises out of the fact of a working force 
being present; and since the cost in any given case would largely be a 
variable item, the amount of cost so incurred can be closely related to 
labour cost. The last example, pension cost, develops from another 
quarter. In a sense, at least, it may be described as a sort of private 
effort to provide for economic security in the future at the sacrifice of 
added income in the present. Close relationship exists between pension 
cost and current payroll earnings. 

A Suggested Solution to the accounting problem involved with 
fringe costs will now be offered by the writer, using as examples these 
six types of supplementary cost. 


Fringe Benefits As Direct Expense 


For purposes of illustration, let us assume that these items con- 
stitute the only ones to be dealt with by a hypothetical Company X. 
Let us also assume the following facts: 

Case: Assume that Company X, a manufacturing concern, 

employs Brown as a drill-press operator at a basic wage rate of 

$1.50 per hour. The plant is operated on a.40-hour, 5-day week 
basis, with two shifts in which there is little occasion for over- 
time work. Employees divide time equally between the first 
and second shifts, intershift transfer being made each 10 weeks. 

Shift differential pay is 5% of the basic wage rate. 

Payroll taxes are 114% FICA, 1.2% State Unemployment Com- 

pensation, .3% Federal Unemployment Compensation. 

Workmen’s compensation insurance rates prevail at 114 mills 

per dollar of earnings. 

Two-week annual vacations are required for which pay at the 

prevailing rate at the time the vacation is started is multiplied 

by 80 hours. Employees qualify for the vacation after 6 months 
as regular employees. 
Meal subsidy has been estimated (for illustrative purposes) at 
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$.05 per meal per employee. Brown is expected to eat five 

meals per week in the company cafeteria. 

Pension contributions are made by both employee and em- 

ployer; the company share is 3% of earnings. 

Brown was employed on January 1, 1951. He worked at his job 

with no change in pay for the entire year, lost no time from 

regular work, and took his vacation in September. 

From these highly simplified facts, the following chart of the 
labour costs incurred in hiring Brown may be presented: 


(a) (b) (ec) (d) (e) (f) (g) 

Basic Pay- Work- Vaca- Total 

Emp. Wage roll men’s tion Shift Meal Pension Hourly 
Name Rate Taxes Comp. Pay Diff. Subsidy Cost Cost 


Brown $1.50 $.045  $.00225 $.06 $.0375 $.00625 $.045 $1.696 

(a) 3% (1%% FICA plus 1.2% State U.C. plus .3% Federal U.C.) times $1.50. 

(b) 14% mills per dollar of earnings. 

(ec) 80 hours X $1.50 equals $120 per annum. $120 = 2,000 hours (50 weeks of 40 
hours each). 

(d) 59% of $1.50 ~- 2 (half of annual time is spent on second shift). 

(e) $.05 X 5 + 40 hours. 

(f) 3% of $1.50. 

(zg) Sum of (a), (b), (ce), (d), (e), (f). 


From the foregoing chart it will be noted that each of the supple- 
mentary labour costs which are to be incurred as the result of hiring 
Brown are reduced to a common basis of cost per hour of work. The 
transition in reasoning with regard to the supplementary or fringe costs 
which the writer is suggesting should now be apparent. Added comment 
is necessary, however, with regard to the means by which this approach 
to costing shall be put into effect. 

One procedure for handling these supplementary items as though 
they were labour costs may be described as follows: 

Adopting the assumptions of the illustrative case, and assuming 

that Brown works an entire week on one job, charge product 

cost and accrue straight-time earnings and supplementary costs 

as shown in the journal entry on the following page. 

Such treatment in the accounts for fringe items of cost would have 
to assume an ability to identify the expenses in such manner that they 
could be charged directly to product or to operation. Until we know 
more about the nature of such items and develop additional techniques 
for handling them, it obviously will be impractical to attempt a direct 
charge to product for the supplementary items. The journal entry 
is based upon the supposition that such identification and direct 
handling would be possible for at least certain items of fringe cost. If 
the thesis that the supplementary costs are in reality labour costs is 
adopted, then it could be reasoned that it may ultimately be necessary 
to develop accounting techniques which will charge the items directly. 
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Debit: 
Work in Process (Job No. ) 
Credit: 
Accrued Payroll (40 hours @ $1.50 ea.) 
Accrued FICA Tax ($60 X 144%) 
Accrued State UC Tax ($60 X 1.2%) 
Accrued Federal UC Tax ($60 X .3%) 
Estimated WC Premiums ($60 X .15%) 


$67.84 


Allowance for Vacation Pay ($.06 X 40 hrs.) 
Provision for Shift Diff. ($.0375 X 40 hrs.) 
Provision for Cafeteria Losses ($.05 X 5) . 


Accrued Pension Fund Contributions ($60 X 3%) 


Another procedure for handling supplementary labour costs would 


follows: 


$60.00 
.90 

72 

18 
.09 
2.40 
1.50 
20 
1.80 


Use the foregoing assumptions and modify burden accounting 


procedures to the end that all items of supplementary labour 
costs are collected into a special burden account supported by 
a subsidiary ledger in which the items are classified according 
to their proper names. This treatment may be illustrateed by 


the following journal entries: 


Debit: 
Supplementary Labour Costs Incurred 
Payroll taxes 
Workmen’s compensation 
Vacation pay 
Meal subsidy 
Shift differential 


Pension contribution 


Credit: 
Accrued FICA Tax ($60 X 144%) 
Accrued State UC Tax ($60 X 1.2%) 
Accrued Federal UC Tax ($60 X .3%) 
Estimated WC Premiums ($60 X .15%) 
Estimated Vacation Pay ($.06 X 40 hrs.) 
Estimated Shift Diff. ($.0375 X 40 hrs.) 
Provision for Cafeteria Loss ($.05 X 5) 


$ 1.80 
.09 
2.40 
25 
1.50 
1.80 


Accrued Pension Fund Contribution ($60 X 3%) 


Debit: 


Work in Process (Job No. ) 


$67.84 


$ 7.84 


72 
18 
.09 
2.40 
1.50 
20 
1.80 








ACCOUNTING FOR SUPPLEMENTAL LABOUR COSTS 


Credit: 
Accrued Payroll ($1.50 X 40 hrs.) meer 
Supplementary Labour Costs Applied ........ . 7.84 


For illustrative purposes, the fringe costs have been applied to 
product on a direct labour hours basis. Obviously, then, such a pro- 
cedure would call for the creation of a fourth element of cost, to be 
dealt with separately in the accounts. However, it will also be noted 
that current burden accounting technique has merely been adapted to a 
somewhat different use, in that two burden collection devices and 
application rates would now be necessary. 


It is not intended in this simplified example to supply an answer to 
the numerous questions which may arise in the effort to deal with fringe 
costs. The only thing this paper seeks to do is to offer a fairly broad 
outline of what the author believes is a worthwhile objective. It would 
appear that departmentalization, or pooling of cost, would still be 
necessary. Further, it will be recognized that no attempt has been made 
here to deal with indirect costs arising in service departments. It is 
considered that the broad outline of this problem suggests a similar 
approach to the one used in dealing with service department and in- 
direct costs. The primary objective of this suggested method will be to 
remove from the usual burden summations those costs peculiarly related 
to human working time, to handle them apart from other classifications 
of burden cost, and thereby to relieve the conglomerate of burden from 
one complicating factor. 


Objections To Proposed Methods 


It would be indeed naive to assume that the suggestion which has 
been made in these pages could be accepted without considerable 
protest. Let us see what some of these protests may be. 


Protest No. 1. This procedure would complicate an already 
difficult problem in accounting, thereby adding to the cost 
and complexity of cost accounting. 

Protest No. 2. The changes suggested would render obsolete 
most of our burden costing forms and procedures and many 
of the other accounting records that are kept. 

Protest No. 3. Much time would be required to train the 
accounting staff in the new procedures, to say nothing of the 
task of getting managerial approval for the change. 

Protest No. 4. Basis of comparison with prior period results 
would be destroyed; new standards would have to be derived; 
prior period cost analyses would either have to be revised or 
ignored. 
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Protest No. 5. What about the results? If this scheme were 

adopted, is there any assurance that cost accounting would be 

any more meaningful to management than it has been before? 

Without doubt, there are many other objections and protests which 
could be offered in opposition to the suggestions which are being made 
here. These, however, should be a representative sample of some of the 
more serious exceptions that may be taken. 


Advantages Of Proposed Methods 


Let us now examine some of the advantages of the proposals. These 
may be listed as follows: 

Advantage No. 1. By pulling out of burden those costs which 
bear a peculiar relationship to labour cost in itself, we will be 
better enabled to focus managerial attention upon costs which 
must be controlled. 
Advantage No. 2. Product and/or operation costing will be 
more realistic through the use of the suggested procedure in 
that less cost will be attached by means of a general burden 
application rate. 
Advantage No. 3. Management will be put upon better notice 
as to the effect of and nature of the fringe costs. The impli- 
cations and importance of the supplementary labour costs will 
be more properly displayed. 
Advantage No. 4. Budgets and forecasts of burden costs and 
labour costs as a whole will, after a time at least, achieve a 
greater degree of accuracy out of the fact that complicating 
factors will be removed by this procedure from usual burden 
accumulations. 
Advantage No. 5. The possibility, or even probability, that 
such procedures will give more positive cost data to manage- 
ment is a factor that must not be overlooked. Management 
must have information furnished to it which is as exact as 
possible so that control action of the supplementary labour 
costs as well as all other costs may be pushed to the highest 
possible point. 

In Conclusion it should be pointed out that the only justification 
the cost accountant has for his existence is to be found in how well he 
can meet the needs of management for information. He must, then, 
continue to seek better ways of recording, classifying, analyzing, and 
interpreting cost data. If the suggestions which have been made here 
can in any way serve to increase the degree of managerial control over 
costs, they deserve at least a judicious investigation. 
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A Company’s View of Labour 


Relations and Collective Bargaining 
By W. StTan.ey Leer, M.B.E., 


Vice-President and General Manager, 
National Sea Products Limited. 


This article is introduced with a history of trade unionism which serves 
as background information to the author’s observations of present 
conditions, and his concept of future trends in collective bargaining. 


MAN people regard labour relations and collective bargaining as 
polite misnomers for a constantly raging battle between Capital and 

Labour, usually resulting in another victory for Labour. That was the 

situation earlier in the century, but it is not generally true to-day. 

I would suggest rather that collective bargaining is the meeting of 
the management employed by Capital with the management employed 
by Labour, many times both sides representing some of the same in- 
dividuals as shareholders and/or employees to determine and finalize 
agreements covering employment. The meetings reflect a growing under- 
standing and mutual respect. 

Before we examine the present and attempt to foresee the future, 
it might be logical and informative to look back at the past. Precedent 
has not the same force or effect here as in Law, but it does provide the 
explanations for much that has and will happen. 


History Of Trade Unionism 

The unionism of to-day is as modern as the Factory Age, but its 
prototype runs back into the pages of ancient history. Who has not read 
of the Trade or Craft Guilds of the Middle Ages? These Guilds, with 
their apprentice systems, were the trade schools of their time, and they 
taught and handed on the skills from generation to generation. They 
did more, for many of them operated as fraternal brotherhoods and 
took care of their members in sickness and adversity. In this early pre- 
Factory Age, often the Prince, the Baron, the Squire or the Neighbour, 
tended to look after, comfort and assist those in difficult circumstances. 
The house and barn raisings, the plantings, and husking bees of our 
earlier rural areas carried on the same idea of mutual help and 
assistance. 

All this started to change with the arrival of the Industrial Age in 
the late 1800’s. The erection of factories brought together groups of 
employees who needed to live near their work, and through these grew 
the industrial areas, with the people depending entirely on the factory 
for everything, including life itself. The code of conduct of the times 
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did not require the employer to feel any responsibility for what hap- 
pened to them, and thus was born the so-called “Iron Law of Wages” — 
the principle that all wages tend to fall to the level at which the most 
unskilled or desperate man will work. 

Conditions in North America never did reach the depths ex- 
perienced in European countries, but they do look terribly bad as we 
view them to-day. May I quote you a few examples: 

The regular hours of work were never under sixty in a week, and 
often ran well over seventy, even for child labour, of which large num- 
bers were employed. The accident toll was terrific, due to exhaustion, 
and nobody seemed to care very much, A good average annual wage for 
a man was between four and five hundred dollars, depending on the 
location, and his skill. The standard rate for unskilled labour was $1.50 
per day of twelve hours, when work was available. The result, in human 
terms, was misery, wretchedness, overcrowding, filth, hunger, insecurity 
and dire want. 

Why did this condition continue? It was chiefly due to immi- 
gration. The labour pool never emptied. In the United States alone, in 
1900, about 450,000 immigrants arrived, and this figure rose steadily year 
after year until by 1907 the peak was reached at 1,285,000. Most of them 
were poor, ignorant, ill-dressed, jabbering in incomprehensible tongues, 
while they did the menial jobs, and the Iron Law had plenty of material 
on which to work. 

It was during this era that America had its true capitalists — the 
J. P. Morgans, Andrew Carnegies, Vanderbilts, Harrimans, and many 
others. In 1900, Carnegie’s income was in excess of twenty-three million 
dollars, and there were no income taxes to pay, and all things conspired 
together to make his income more. There was unlimited poverty and 
unlimited wealth — truly Labour versus Capital. 

Edward Markham, in a poem written at the time, and inspired by 
Millet’s famous painting of a brutalized toiler, said: 

“The emptiness of ages in his face, and on his back the burden of the 
world.” 
* * * * + 
“There is no shape more terrible than this, 
More tongued with censure of the world’s blind greed, 
More filled with signs and portents for the soul, 
More packed with danger to the universe.” 
* * * * * 

It is against this backdrop that we must examine the developments 
of the next fifty years, or “The Present”, in our study of Labour 
Relations. 
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The Present 

Some drastic changes in the relationship of Capital and Labour 
were beginning to appear in the early 1900's, and the form they would 
take engaged the writers and thinkers of the time. Many felt the change 
would only come through revolution, and it did in Russia in 1917. Some 
felt that it would come with Labour through its numerical strength 
taking over the government of the country and becoming the master 
and not the slave. That has happened too in Great Britain, but we must 
confine ourselves to the North American continent. 

In 1900, trade union membership was under 900,000. Of these, 
550,000 belonged to the A. F. of L. The best union of the day was the 
Cigar Makers, headed by one Samuel Gompers, later to become the first 
president of the A. F. of L. His union earned the best wages and enjoyed 
the steadiest employment. 

Labour generally, and, in fact, the whole of this continent, owes a 
great deal to Gompers, for his early decisions had far-reaching effects, 
and did much to bring about the industrial evolution on this continent 
without revolution. 

In his youth, Gompers studied German so that he might read in the 
original the words of Karl Marx, but when he saw American unionism 
sadly weakened by the impracticability of revolutionary theorists, and 
the hatred their imported theories aroused among the public at large, 
he very wisely stuck rigidly to the principle of craft unionism as 
opposed to industrial unionism, and resisted all attempts to put his 
unions into politics (by forming a Labour party), and instructed them 
to bargain only for improvements in wages, hours and conditions of 
work, 

Strikes in the day were extremely common and bloody affairs, and 
many of them ended only by means of superior marksmanship or brute 
strength. 

There are several factors that had a marked bearing on the 
development of the evolution that are not primarily Labour, but we 
should cite them, and one of them is the important legislation of the 
late 1890’s known as the New Jersey Holding Company Act, which 
enabled one company to hold the shares of another, something which 
had been illegal prior to that. The capitalists seized this opportunity 
of forming perfectly legal combines, and in grouping together manu- 
facturers in the same line of business, where common control could be 
held over all of them. We cannot go into these in detail, but one has 
only to think back to such organizations as The American Refining and 
Smelting Company, The American Tube Company, The American Wire 
Company, The American Steel Company, and many others, which later, 
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in turn, were regrouped to form the greatest corporation of likely all 
time, The U.S. Steel Corporation, to realize how this Act was used to 
the advantage of brokers, bankers, and the owners of capital. 

Long years lay ahead of trade unionism before too much progress 
was made, and it was not until 1913 that the United States Government 
established its first Labour Department, and not until the spring of 1914 
that the so-called Clayton Act was passed, which, at least in theory, gave 
some legal standing to collective bargaining. Labour had made little 
progress to date, and during the war years of 1914-18, while employment 
was at its height, unionism made little more progress. It is interesting to 
note, however, that during these war years, the Income Tax was first 
introduced, and striking amendments were made to the Sherman Anti- 
Trust Law. Both of these were to remain and grow substantially from 
that time on. 

Another item that shaped the development of Labour in this 
country was the growth of magazines, movies, the radio and the auto- 
mobile, all of which permitted people to know and understand what 
others were doing, and to create in them a desire to have, do and see 
these things. 

Unionism had grown slowly in the United States. Five million 
belonged to trade unions in 1920, but they started to slowly decline with 
the boom years so that by 1930, membership had dropped to 344 
million and was ultimately to drop to 3 million. The reason was the 
good times. Conditions were improving steadily, wages were high, em- 
ployment was general, and labour leadership had grown old-fashioned, 
self-satisfied and complacent. The boom ended with a smash on 
October 29, 1929, and the great depression had begun. 

By the middle of 1932, American industry was operating at less 
than one-half its 1929 capacity. Wages were down 60% and dividends 
down 58% from the 1929 level. Some of you will remember what 
happened to the stock market — U.S. Steel had dropped from a high 
in 1929 of 26134 to 2114; General Motors from 7234 to 714. Twelve 
million wage earners were out of work. The “Iron Law” went back to 
work full time, and the man with a job was keeping very quiet. Wall 
Street abdicated. Bankers and brokers were openly sneered at, and 
businessmen generally were regarded with grave suspicion. At this 
juncture Franklin D. Roosevelt was elected President of the United 
States, and the New Deal and all the alphabetical agencies came into 
being. In its early days, the New Deal did four major things: (1) It 
passed legislation limiting bankers, brokers, and businessmen in the 
selling of stocks, and moved in, through government agencies, as the 
umpire. (2) It introduced the policy of farm parity. (3) It commenced 
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great public works, flood control, etc., and put the unemployed to work 
at a thousand and one different projects, but, fourth, and our chief 
concern, it gave the real go-ahead signal to organized labour. The 
Wagner Act finally removed any doubts about the legality of unionism 
and collective bargaining. 

The Depression was also the Era of Technology. Let the machine 
do it! The age saw the development of conveyors of all sorts — cranes, 
fork lift trucks, complex electronic machines, and diesel engines. In 
1935, John L. Lewis formed the C.LO., which was to specialize in in- 
dustrial unions and was promptly expelled from the A. F. of L. 


The continent had slowly grown conscious of the inter-dependence 
of its people and what ailed one group could and did affect another, and 
also of the responsibility of the whole country for any or all segments 
of it. 

The Union’s first objective has always been higher rates of pay and 
shorter hours of work, aided by machines that have sharply increased 
human productivity. The Unions have been able to accomplish both 
their objectives, so that to-day the forty-hour week is becoming quite 
general, and wages have increased many times. 

We must also consider the so-called fringe benefits: 

(1) Overtime Pay 

(2) Holidays with Pay 

(3) Statutory Holiday Pay 
(4) Portal to Portal Pay 

Rest periods breaking the morning and afternoon work periods are 
also becoming very common. Then there are the further benefits, such 


as: 
(1) Workmen’s Compensation 
(2) Sickness and Accident Pay 
(3) Death Benefits 
(4) Unemployment Insurance 
Many of these items are self-explanatory, but we can review them 
quickly. 


Remembering only too well the shrinkage in their ranks in the 
20’s, labour leaders now strive for union security. This is accomplished 
through a number of methods, the first being the check-off, which has 
now become legalized in practically all areas in North America. This 
can be voluntary and revocable, or irrevocable, and it may or may not 
include such items as initiation fees, dues and assessments. The latter 
have been known to run to over thirty items in some of the coal mines, 
and can cover all human activities from birth to death. 
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There are other methods of strengthening the unions, such as the 
Rand Formula which, very briefly described, calls for all employees, 
whether members of the Union or not, to pay union dues, on the theory 
that all employees in the plant benefit from the union negotiations. 

In a unionized plant, four separate conditions can exist: There is, 
first, the Open Shop. Here there are no restrictions on employment. 
Secondly, the Preferential or Recommended Shop, which are very much 
alike, and here, again, there is no restriction, but preference is given by 
the employer to members of the union, and, further, management 
recommends that employees join the union, and there is some security 
to the Union in having such a clause in an agreement. The third con- 
dition is the Union Shop, which management on the whole objects to, 
but which unions strongly favour, and the basic point here is that while 
anyone may be employed, it is a condition that after a stated period of 
time, either thirty or sixty days usually, the employee must become a 
member of the union. The fourth and final condition is the Closed Shop. 
which is strenuously objected to by most management, and here any 
potential employee must first be a member of the union before he can 
be employed, and he must retain that membership to retain his job. It 
is obvious that in the latter two cases, the control of the working force 
gradually passes from management into the hands of the Union, and it is 
quite conceivable that a union may refuse membership in order to 
provide extra work or longer periods of work by minimizing the 
working force, and this would be particularly harmful in seasonal 
industries. 

The international affiliation of unions and the transfer of union 
funds to headquarters is one of the matters which ultimately is going to 
require some straightening up. Union members complain of the lack of 
benefits during strikes, and the large cost of running the unions, with 
their high payroll and district bosses. 

You of course realize that unions as such are not responsible 
financially or otherwise in the eyes of the law, and even when a contract 
is made, there is no medium of enforcing it through the courts. 

In the industrial unions, industry-wide bargaining is beginning to 
appear, and this is creating very serious problems, as there is not 
equality of either productivity or availability of markets to every plant 
in the same line of business, and equality of pay and benefits is some- 
times financially impossible. We should touch also on the established 
grievance procedure, which varies very little, and provides that griev- 
ances arising in a plant are first dealt with by the shop steward and the 
foreman, and from there to management in the smaller plants, but in 
the larger plants to a Grievance Committee, where, if it cannot be 
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finalized satisfactorily, it is taken to arbitration under procedures pro- 
vided in the contract itself. 

Is it any wonder that in the face of these almost endless proposals. 
arrangements, and agreements, that Management, certainly of all the 
larger companies, has been forced to meet the professional labour 
leader with a professional director or manager of personnel. Only in 
the smaller groups do actual employees meet with actual employers, 
and even here, the practice is gaining steadily for the local union to 
bring in outside advisers who will invariably meet with company 
lawyers, which again takes away the face-to-face collective bargaining 
that once decided labour issues. 


The Future 


To-day labour unions are big business in themselves. The A. F. of L. 
here and in the United States has a membership of over ten million. 
The C.I.0. and the C.C.L. together are well over six million. The chiefs 
of these big groups, both recently newly elected, are in some cases paid 
salaries as large or larger than the President of the United States. They 
are not required to account to their membership for funds collected, 
and the hierarchy of labour rules to-day just as despotically as the 
capitalist did fifty years ago. 

At the present time, labour unions play an anomalous part. By 
their very nature they are divisive, and must appear as anti-management, 
anti-company, and anti-industry — a sort of political opposition that 
will never, like a real political opposition, be required or be able to take 
office and show that it can do better. The union leader is in a peculiar 
spot. Unable himself to put into practice any of the changes which he 
advocates, he is compelled, by his position, to make the most of all 
grievances, to keep alive mistrust, and in some cases to issue threats of 
a strike which may paralyze not only the company or industry against 
which he is campaigning, but many another which has no part at all 
in the dispute. When inflation threatens, the position he occupies 
forces him to keep on pushing for increased wages and benefits, which 
he realizes will add to the inflationary pressure. If he doesn’t do so, he 
is liable to lose his job to someone who will shout more loudly than 
himself. He is actually cast in the role of a crusader, and if the time 
comes when the need is not for rebellion but for reconciliation and re- 
construction, he is in grave danger of losing his status. There is one 
other complication, namely, the tendency of management to promote 
some of their ablest employees into positions of trust, such as foremen, 
and later on to more important jobs with the company and these men 
obviously become ineligible for union membership. 
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LABOUR RELATIONS AND COLLECTIVE BARGAINING 


No one disagrees too seriously with the right to strike as one of the 
fundamental liberties in an industrial society, nor will one disagree that 
unions have definitely raised the general standard of living, and by the 
codes of practice which have been written into the laws, have done 
much and are doing much to make for decent conditions of life which 
might otherwise not have been attained, but I do feel that the time is 
not too far distant when the strike as a weapon will be recognized as a 
very blunt one, and that better methods of settling industrial disputes 
will be developed. 

Labour is not a commodity, and it is the wish of all people that 
there be full employment and a decent living wage that will provide 
adequate food, housing and recreation, with safeguards to health and 
safety. All these should be attained within our present industrial struc- 
ture without the use of strikes, and when those strikes are against the 
public at large, the harm they do obviously greatly outweighs any 
advantages that may accrue to the limited membership which has caused 
the grave inconvenience. 

If I were asked to predict the future, I would think that in the 
foreseeable future we would find established some proper legal labour 
courts where disputes that could not be settled amicably between labour 
and management would be taken for review and decision so that there 
would not be stoppages of work nor the threats of impossible demands, 
and to where deliberate slow-downs and feather-bedding could be re- 
ferred for judgment. 

Such a court can never successfully function until labour unions 
are made responsible in the eyes of the law, as are corporations and 
individuals, for their acts, and the funds collected by the unions are 
available for attachment to satisfy judgments issued by the court. 

As it stands to-day, we have, in the main, industrial peace, and you 
must bear in mind that strikes make news, whereas thousands of agree- 
ments are negotiated and settled year after year without causing a 
ripple. The big strike is big news, and the smaller strike is big news 
locally, but any strike is a waste of human time and effort, and the 
means must be found to eliminate it as an old-fashioned and un- 
satisfactory method of bargaining. 
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Industrial Pension Plans... 
By T. E. Ropertson, A.C.L, 


Treasurer, Canadian Westinghouse Co. Ltd. 


In this article, the many factors which must be considered in setting 
up an industrial pension plan are reviewed by the author. Particular 
stress is given to the trends in social and economic conditions and 
government legislation. Presented in two parts, the second section will 
appear in the March issue of “Cost and Management”. 


PART | 


HIS paper will be confined to a discussion of company-initiated 

pension plans, as distinguished from pension plans which might be 
negotiated with unions or which are granted as old age assistance by 
government. These plans have increased enormously in recent years 
and at the present time there are some four thousand in operation in 
Canada. Almost all the plans now in existence have been inaugurated 
since 1900; more than three-quarters in fact since 1939. It is estimated 
that approximately 25% of all workers in Manufacturing industries are 
now covered. This represents approximately one million workers in 
Canada, or in other words, about one in every four wage and salary 
workers are covered by group pension plans. It is estimated that the 
total annual contributions to these pension plans today are now greater 
than the total income tax collections received by the Government in 
any year prior to 1938, and now in the area of $100,000,000 per year. A 
large number of these plans were initiated during the war years when 
employers were able to meet a large part of their initial cost out of 
income and excess profit taxes payable during these years. 

While the introduction of formal pension plans by industrial 
organizations on a large scale is comparatively new, as far as the in- 
dividual company is concerned there is nothing new about the payment 
of pensions. Many companies have, for years, taken care of their old 
employees by continuing payments to them after retirement. These 
payments were made out of current income on a pay-as-you-go basis and 
were at the discretion of the management, both in respect to the amount 
to be paid and the age of retirement. In contrast to this haphazard 
method, a formal pension plan provides for a definite amount to be 
paid an employee when he attains a specific age, and usually provides 
for the accumulation of funds during his working years to take care of 
the payments on retirement. It is recognized that it is in the best 
interests of a company to provide for the orderly retirement of its 


employees and to take care of their pension costs during their working 
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years. These objectives are comparatively simple and uncomplicated; 
in practice, however, administrative difficulties and costs make the 
problem of providing adequate pensions one of the most complicated 
and difficult ones which management has to face to-day. 

Looking back over the past ten years, | often wonder what we, as 
executives and officers of our corporations, did with our time before the 
1940’s. With the beginning of the war, we were engaged with new 
problems and new situations which challenged our ability to the utmost, 
and we longingly looked forward to peace and the return to so-called 
normal conditions. With the end of the war, we were confronted with 
more new problems, new situations and new conditions attendant on 
reconversion and the adjustment of our economy back to a competitive 
basis. Here it is seven years since the war ended and the complexities 
and difficulties of managing a business seem greater to-day than ever 
before. Of all these problems which now bedevil us, none is of greater 
importance or consequence to our companies than finding a proper 
solution for the payment of pensions to our employees. Whereas a short 
time ago pensions were considered one of the fringe demands of unions; 
to-day they are becoming the number one issue. It is an easy thing to 
say that industry must look after the welfare of its workers in their old 
age and that most of the plans which have made provision for these 
workers are modest and their cost is not excessive, particularly during 
this period of high earnings. Let me warn you, however, that these 
plans can be compared with the camel who got his head in the tent — 
and you know what happened to the camel after that. They are only 
the beginning and their costs considered in relation to present earning 
power are not representative of what can be expected over a long period 
of time. It is only against many years of operation that the ability of a 
company to maintain payments to a pension plan to meet its require- 
ments can be properly gauged. 

Those of us associated with companies which do not have a pension 
plan are faced with the task of introducing one and providing for the 
enormous cost incident to setting it up and providing for the past service 
of the employees. Those of us who have a plan are being pressed by 
unions for increased benefits. It does not matter how generous the plan 
is, the unions in their demands always want more. Regardless of the 
situation, therefore, we have a problem in pensions and I am afraid it is 
one which is going to remain with us for a long time to come. 

In reviewing industrial pension plans with you, I am going to 
discuss, first, the provisions of the plan itself, such as retirement age, 
eligibility requirements, benefits, etc.; second, the cost of the plan and, 
third, methods of financing it, commonly referred to as funding the plan. 
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Most industrial plans follow a standard pattern and, in my opinion, not 
enough attention has been given in formulating these to ensure that they 
are best suited to the individual company’s requirements and at a cost 
which it can afford. Needless to say, the problem is one af finding a 
sound relationship between (1) what a company can afford in the way 
of cost and (2) providing an adequate pension for its employees. 


Provisions Of The Plan 
(a) RETIREMENT AGE 


In the great majority of plans, male employees are retired at 65 
and females at 60 (or in some instances at 55), although some of the 
older type non-contributory plans provide for retirement of males at 70 
and females at 65. While most plans follow the same arbitrary ages of 
retirement, old age, as it affects the individual employee, is not arbi- 
trary. Some men are old at 55 and 60, whereas others are still young at 
70. There is no merit in retiring a man at 65 if he is still a capable and 
productive employee. Undoubtedly, it is highly desirable for a company 
to retire older men from supervisory and executive positions and re- 
place them with younger men with greater driving power and energy. 
However, it does not follow that because it may be desirable that the 
president of a company should be retired at, say, 60, the same rule must 
also apply to a sweeper and an elevator operator. The efficiency of such 
workers is not necessarily impaired simply because they have attained 
the age of 65. It is also true that employees still capable of efficient 
production do not always welcome retirement at this age and are re- 
luctant to leave their jobs to go on a pension which only represents a 
small percentage of their earnings. Experience has indicated that a 
large percentage of employees do not want to retire until they become 
disabled, and that when a flexible retirement policy is followed, the 
actual average retirement age will be about three years later than the 
age at which the employee has the right to retire. 

The age of 65 as a time of retirement for industrial employees 
became generally accepted throughout the thirties when it was con- 
sidered desirable, because of large-scale unemployment, to retire older 
men from productive occupations and substitute younger men. The 
pattern became fairly well recognized with the passing of the United 
States social security legislation in 1936 which provided for retirement 
at age 65. The two important factors overlooked in this arbitrary age 
were that no allowance was made for the type of work in which 
individuals were engaged and no consideration given to the greatly 
improved health condition of the population. In heavy industrial em- 
ployment, it is only natural that the human machine will wear out faster 
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than in industries where comparatively light manual work is involved, 
consequently allowance should be made in setting the retirement age 
for the type of occupation in which the workers are engaged. 

Amazing progress has been made in the United States and Canada 
in health conditions of both countries, brought about by medical re- 
search discoveries, improved housing and sanitary conditions and the 
improved medical care which the population is receiving from our 
doctors, hospitals and public health authorities. As an example, the 
average life span has increased by some one-third in the last half 
century. Currently, the average life expectancy is around 67 years, 
compared with 49 years at the turn of the century. It is estimated that 
of the current crop of babies born in 1947 more than half will be alive 
at the age of 72, based upon present mortality conditions. This would 
compare with mortality conditions prevailing at the beginning of the 
century with an age of 58. It has been estimated that by the year 1980 
over twenty million persons in the United States — or one-fifth of the 
working population — will be over 65 years of age. In Canada it is 
estimated that the proportion of the population 65 and over may 
gradually approach a level of from 10 to 15 percent of the total 
population. In 1949 this group was 7% of the population; in 1900 it 
was 5%. This improved mortality condition does not take into account 
the results which will undoubtedly materialize from the tremendous 
effort now being exerted in medicine to conquer such degenerative 
diseases as heart ailments and cancer. Any discoveries which would 
control these two mass killers of the older population would add greatly 
to their life expectancy. The improved physical condition which we 
find in our population at age 65 to-day should permit gainful em- 
ployment of them in order to maintain a proper balance between the 
retired and active population and to keep the costs of pension plans at 
a reasonable level. 


One of the features noted in Pension Plans started last year in the 
United States was the absence of compulsory retirement at a fixed age 
and more discretion in respect to retirement ages. In some instances, 
when a retirement age limit was set, it was pushed ahead to 68 years 
instead of 65 years. 


I would, therefore, strongly urge any who are considering the 
adoption of a pension plan at the present time to resist accepting the 
general pattern of retirement at age 65 until it is reasonably established 
that this age is proper, having regard to the working conditions and life 
expectancy of your own employees. I know this will take considerable 
courage and will be a very difficult thing in accomplishment, par- 
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ticularly in the light of the union demands, not only for retirement at 
65, but in some instances at age 60. 
(b) Exreritiry REQUIREMENTS 

Conditions under which employees are eligible for entry into a 
pension plan usually include a minimum age of entry which varies any- 
where from 21 to 30 years of age; a maximum age which is often placed 
at 50 and a minimum period of service which may be anywhere from the 
day of employment to five years of service. 

The purpose of specifying a minimum age is usually to eliminate the 
younger employees from the plan — particularly females who are not 
interested in pensions and also to reduce costs. It is not usual to find a 
maximum age specified unless the plan provides for a minimum 
pension. Unfortunately for older workers, this problem of age of entry 
is more efficiently taken care of by the personnel policies of many 
companies, That is, they simply refuse to hire workers of over 40 or 
50 years of age. There is not, in my opinion, very sound justification in 
any’ pension plan for limitations on either minimum or maximum age 
of entry. However, there is justification for requiring a minimum 
period of service before being eligible to join a plan, particularly in 
the case of contributory plans. Requiring a minimum period of service 
effectively eliminates much administrative difficulty caused by hiring 
transients, temporary help, seasonal or part-time workers and female 
help — particularly in the younger age groups. 

In drawing up the eligibility requirements, it is necessary to insure 
that they do not create discrimination, partial or otherwise, within any 
well-defined class of employees in order for the plan to receive approval 
by the Income Tax Department. The plan cannot, for instance, favour 
one group of employees against another. It may, however, exclude part- 
time, temporary or seasonal workers. 

In dealing with the retirement age, it is customary to make pro- 
vision for the earlier retirement of employees — usually ten years pre- 
ceding the retirement age. This permits employees to retire for health 
or other special reasons and may be at the company’s or the employee’s 
own request. In such instances the amount of the pension is usually 
actuarially reduced so that it is equivalent to the monetary value of the 
pension at retirement age. 

(c) BENEFITS 

The method most commonly used in determining the pension pay- 
able under industrial type pension plans is the “unit benefit” method 
wherein each year a fixed amount of pension is purchased on behalf 
of the employee, payable on his retirement. This is equivalent to 
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making the amount of the pension a percentage of the actual earnings 
of an employee throughout the period of his service with a company 
during which he was eligible to participate in the plan. 

The second and simplest form of providing pensions is known as a 
“money purchase” method. This consists of the payment to a trust fund 
each year of a percentage of an employee’s earnings and these payments, 
together with interest accumulations, are held until the employee 
retires, at which time the funds are used to purchase an annuity at the 
most favourable mortality and interest rates in effect at that time. It is 
unusual to find this “money purchase” method in an industrial type 
pension plan. 

The percentage most commonly in use in a “unit benefit” plan is 
14%, with some plans slightly lower and others ranging as high as 
2% -24%4%. An example of a pension payable under such a plan is to 
assume that an employee earns $3,000 each year for a total of 40 years. 
Under a 144% plan, the amount of pension this employee would receive 
in respect to each year of service would be 144% of $3,000, or $45, 
multiplied by 40, which would give a total pension of $1,800 — or 60% 
of his annual earnings. In actual practice, it would be unusual to find 
such a theoretical condition. During the 40 years of service the em- 
ployee’s earnings would undoubtedly be at a much lower rate in his 
earlier years than in his later years. There would also be time lost 
through slackness, illness and other factors which would diminish the 
amount of the pension credits. 

To obtain approval of a Pension Plan by the Department of 
National Revenue it is not required that there be any minimum pension, 
but there is a limit on the maximum amount which can be provided and 
which is fixed as being an ultimate benefit of approximately 2% of 
terminal pay times vears of service. 

It is generally considered that a reasonable pension should not 
represent less than 50% of the earnings of the employee at the time of 
retirement. It is doubtful that a pension plan based upon 144% of 
earnings will pay an average employee a pension of anything like 50% 
of his terminal earnings. Few employees retire with a record of 40 years 
of continuous service with any one employer. The average years of 
service at retirement is closer to 25-30 years. Furthermore. with wages 
constantly increasing, which, in effect, is only creeping inflation, the 
earnings of earlier years, even though the employee’s work does not 
change, are going to be considerably less than the earnings of his later 
years. It is doubtful that a 144% pension plan will yield an average 
employee much more than 20-30% of his actual earnings at the time of 


retirement. 


~ 


wr 











COST AND MANAGEMENT 


Some of the older type pension plans base pension credits upon an 
average of the last 10 or 15 years of service. Such pension credits are 
usually found only in non-contributory plans; i.e. those plans which are 
wholly paid for by the employer. 

The rate is usually 1%, although some are found as high as 144%. 
From the point of view of providing adequate pensions, a plan based 
upon final earnings is considered greatly superior to one based upon 
actual earnings. However, the disadvantage of a final earnings plan is 
that the employer is never able to calculate his costs, since they are not 
known until the actual retirement of the employee. 

The most difficult problem facing an employer in the introduction 
of a pension plan is making provision for the services of employees 
performed prior to the establishment of the plan. This service is 
referred to as “past service” and it is often usual to calculate this 
pension credit at about one-half the percentage rate established for 
current service. This percentage of the employee’s current annual 
earnings is multiplied by the number of years of accredited service in 
determining the amount of pension credit in respect to past service to 
which the employee is entitled. This means that under a 114% plan, 
an employee in respect to his past service would receive 34 of 1% of 
his current earnings multiplied by the number of years of service which 
he is granted under the plan for past service to arrive at the amount of 
his pension credits at the date of the inception of the plan. Thus, for an 
employee earning $3,000 a year and entitled to ten years of past 
service under the provisions of the plan, his past service pension benefit 
would be 34 of 1% of $3.000 (or $15, multiplied by 10, which would 
amount to $150). The employer therefore provides the employee with 
the equivalent of what he would have credited to him if the plan had 
been in effect when the employee was first ‘hired by him. 

Unfortunately for the older employees where a considerable part of 
their pension credits is provided under this past service formula, the 
actual amount of pension received by them is altogether too low to 


represent a reasonable payment for them to retire upon. 


(d) CONTRIBUTIONS 

A pension plan may be on a contributory or a non-contributory 
basis and if contributory, the employee shares the cost with the em- 
ployer and, if non-contributory, then the employer meets all the costs. 
Almost without exception, all plans introduced in recent years have 
been of a contributory type, but older type plans were often on a non- 
contributory basis. The cost of a 114% plan with retirement at age 65 
usually averages about 8% of payroll, and employees’ contributions to 
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such plans are usualy set at from 4% to 5% of their earnings. In the 
introduction of the plan, the employer usually pays the total cost of the 
past service liability and as has been stated before this is usually about 
one-half the benefits provided for in the plan. 


There has been a great deal of discussion as to the comparative 
merits of the contributory and non-contributory plans. Unions are 
insisting that it is the responsibility of the employer to provide pensions 
for the employee without cost to him and no doubt we shall hear a 
great deal more on this subject in the years to come when this problem 
is being settled during wage negotiations. 

The arguments in favour of a contributory plan may be summarized 
as — 


1. The provision for employee contributions generally permits 
the adpotion of a more liberal scale of benefits — and 
liberal benefits are essential if the plan is to be a success. 

2. Since employees are guaranteed as a minimum a return 
of their own contributions, generally with interest, such 
contributions are, in effect, a source of savings for the 
employee. 

3. Regular deductions of contributions keeps the employee 
aware of the existence of the pension plan and the benefits 
which it provides, and they have a greater appreciation of 
and more confidence in the plan when they know that the 
employer is also at least matching their own contributions. 

4. It is socially desirable that employees should contribute 
towards their own old age protection and their contributions 
make them, in effect, partners with the employer in pro- 
viding for this protection. 

The advantages attributed to non-contributory plans are — 

1. Employees resent reduction in their take-home pay and 
where such deductions are a substantial amount they press 
for an increase in their pay to compensate for such re- 
ductions. The company, therefore, has indirectly to pay for 
the employee’s contribution. 

2. The company has greater freedom in the administration 
of a non-contributory plan than with a contributory plan. 

3. In a non-contributory plan, all employees are automatically 
participants and no employee reaches retirement age with- 
out receiving a pension. 

4. The administration of a non-contributory plan is much 
simpler and less costiy than that of a contributory plan. 
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These are the principal advantages generally associated with both 
contributory and non-contributory plans. There are a number of other 
minor advantages and disadvantages to which, for the sake of brevity, 
I will not refer. It is my own personal opinion, however, that the most 
satisfactory type of plan would be one in which the employer has a 
basic non-contributory plan but the employee may, at his own discretion, 
supplement this basic non-contributory plan with contributions of his 
own. These contributions should be entirely voluntary and at his own 
discretion, but they would give the individual employee an opportunity 
to decide for himself the extent to which he wished to increase the 
benefits which he would receive from the company’s own basic plan. 

In dealing with employee contributions, I should point out that 
it is customary to provide that in the event of the death of an employee 
before retirement, his beneficiaries receive the return of his contribution 
either with or without interest. In some cases, plans also provide that 
all or a portion of the contribution of the employer will also be paid 
to the beneficiaries. This is not a usual provision, however, since most 
companies have some form of group life insurance and the insurance 
payment on the death of the employee is considered adequate to take 
care of the requirements of the employee’s dependents without further 
augmenting it with the employer’s contribution from the pension fund. 
In order to assure employees that either they or their dependents will 
receive at least the return of their own contributions, it is also cus- 
tomary to guarantee that pension payments will be made, either to the 
employee or his beneficiaries, for a minimum of five to ten years. 

In order that the employer may secure the approval of the Income 
Tax Department for a pension plan so that contributions will be con- 
sidered as a deductible expense for income tax purposes, payments 
must be made irrevocably and, under no circumstances, can they revert 
to the benefit of the employer. On the winding up or discontinuance 
of a company, funds in the plan must be used to purchase benefits for 
the employees not then retired and any excess funds must also be used 
to purchase additional benefits for these employees. Until recently, the 
Tax Department insisted that contributions each year must be on a fixed 
or determinable basis, and that they could not fluctuate in accordance 
with the profits of the company. However, its attitude on this has now 
changed, and a modified form of profit-sharing pension plan will, under 
certain conditions, be approved. The amount which may be paid into 
the plan in respect to any one employee must not exceed $900 per year. 
The application of this limitation created a special problem in con- 
nection with contributions under “unit benefit” plans for employees in 
the older age groups. In such plans, the yearly cost of providing pension 
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credits for employees close to retirement age often exceeds $900. As an 
illustration, using the new Government Annuity 344% rates, the amount 
necessary to pay in respect of a male at age 30 to provide a pension of 
$100 a year for life to commence at 65 is $345, but at age 60 the same 
pension would cost $970. The Department, recognizing this problem 
and that the employer under unit benefit plans in effect averages the 
cost of pensions for employees, has approved these contributions in the 
following manner — 

The percentage of the employer’s cost to the remuneration of the 
employees covered, and upon which benefits are accrued, is determined. 
If the cost is 6% of the remuneration and the statuory limitation $900, 
the deduction allowed would be 6% of salaries excluding any amounts 
over $5,000. 

Employees are also allowed to deduct their contributions to an 
approved pension plan from their taxable income. The amount 
deductible cannot exceed $900 in respect to current services and a 
further $900 in respect to past services. 

The cost of past service liability of employers may be met either 
by a lump sum payment or it may be spread over a period of ten years. 
In the event that the employer meets his past service liability with a 
lump sum payment, the cost is deductible equally over the ten year 
period commencing in the year when paid. In the event that it has been 
met by instalments over a ten-year period, the payment in each year is 
deductible for tax purposes. It is necessary for a company to file with 
the Department an actuarial certificate certifying as to the amount of the 
past service liability under the provisions of the plan. 


(e) VESTING 

In the so-called good old days, before we heard of personnel 
departments and when hiring and firing of the employees was just 
another job of the timekeeper, employers were often accused by em- 
ployees and their unions, where a pension plan was in operation, of 
discharging the employee just before he was eligible for pension in 
order to be relieved of the pension payments. I do not know what truth 
there is in this. Undoubtedly this has happened in a few isolated in- 
siances and has, of course, been magnified in the minds of the employees 
by over-zealous union propagandists. However, to protect the employee 
near retirement age so that he has peace of mind and has the assurance 
that this cannot happen, it is considered essential in the provisions of 
a sound pension plan to provide for vesting in the employee of the em- 
ployer’s contributions after he has had a reasonable length of service 
with the company and has attained age 50 or over. Vesting the em- 
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ployer’s contribution in the employee does not mean that there is an 
absolute transfer of the contributions to the employee’s credit. It only 
means that the contributions made by the employer on the employee’s 
behalf will be held in the pension fund until he reaches normal retire- 
ment age, at which time they will be used to purchase an annuity for 
him, even though he has left, or been discharged from the company 
prior to his reaching retirement age. In the event of death before re- 
tirement age, the contributions revert to the general fund. The usual 
vesting provision is that after ten years of service a portion of the 
employer’s contribution is vested in the employee and this percentage 
is increased each year for a further ten years when the total contri- 
butions of the employer are vested in the employee. It is not usual to 
find vesting privileges in strictly non-contributory plans, but the Income 
Tax Department now requires an amendment to such plans to provide 
these vesting privileges. The minimum requirement of the Department 
is that vesting must take place after twenty years of service, but not 
before the employee has reached the age of 50. In the case of con- 
tributory plans, it is usual to require that contributions will not vest in 
the employee unless the employee’s own contributions are also left to 
accumulate in the fund. If the employee elects, on leaving the com- 
pany, to withdraw his contributions, he forfeits his vesting privileges in 
the employer’s contributions. The Department also requires that a 
pension must be vested absolutely in the employee once he has reached 
retirement age. 


Another requirement of the Tax Department is that employees 
must not obtain loans upon their contributions, nor are trustees of 
pension funds permitted to pledge the securities of the plan in any 
way. In the event that an employee decides to withdraw his con- 
tributions on termination of his service with the company, he may 
elect to have them taxed as follows — 

1. The total contributions received may be added to income in 

the year in which it was received and taxed accordingly. 


2. The contributions may be taxed as a special payment and 


the rate of tax to be paid upon them is obtained by dividing 
the employee’s aggregate income tax of the three preceding 
tax years by the aggregate income of those years. 

e.g. Employee withdraws $5,000.00 

Gross Income for 1949, 1950, 1951 $12,000.00 

Income Tax paid for 1949, 1950, 1951 1,308.00 

$1,308.00 of $12,000.00 — 10.9% 
Amount of Tax = 10.9% of $5,000.00 545.00 














Student Section... 


ACCOUNTING I — 1952 EXAMINATION 


ComMMENTs BY J. D. CAMPBELL, C.A., R.1.A. 


QUESTION IX (12 marks) 

Indicate in three vertical parallel columns headed “assets”, “liabilities”, and 
“capital” the effect upon profits of the current year (overstated or understated) of the 
omission from the balance sheet of the following: accrued expense, accured income, 
prepaid expense, and deferred income or credit, (1) at the opening of the current 
year; (2) at the close of the current year. 

SOLUTION TO QUESTION IX (12 marks) 


Assets Liabilities Captial (Profit) 
Accrued expenses (opening) Overstated Understated 
(closing) Understated Overstated 
Accrued income (opening) ; Overstated Overstated 
(closing) Understated Understated 
Prepaid expense (opening) .... Overstated Overstated 
(closing) Understated Understated 
Deferred income (opening) Overstated Understated 
(closing) Understated Overstated 


COMMENTS: 

A great deal of difficulty was encountered by the students in interpreting this 
question which was designed to test the student’s knowledge as to the relative effect 
of the omission of each of the individual types of items from the standpoint of the 
current balance sheet where the item was omitted at the opening of the current 
period and the close of the current period. 

The solution was accepted where the student indicated the effect at the close of 
the period and then proceeded to indicate that the effect at the opening of the period 
would be just the opposite. In very many cases no attempt was made at this particular 
question but where it was attempted the results were satisfactory. 


QUESTION X (5 marks) 

A piece of equipment was purchased for $4,500.00 and at the end of eight years 
it was traded in on new equipment which cost $7,000.00. Depreciation had been 
provided at 10% per annum for eight years on a straight line basis and the trade-in 
value was $1,200.00. 

Give the journal entries to record the disposal of the old equipment and the 
acquisition of the new. 


SOLUTION TO QUESTION X (5 marks) 


Reserve for depreciation . $3,600.00 
Equipment account : $3,300.00 
Gain or sale of fixed assets 300.00 

Equipment account ; .. 5,800.00 
Cash ; re oo areata 5,800.00 

COMMENTS: 


Numerous entries were presented in the solution to this particular question which 
were accepted over and above the solution outlined. The major comment which 
might be made in regard to the solutions submitted in some instances was that the 
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student failed to recognize that when the entries are made in the accounts affected the 
net balance appearing in the equipment account wili be $7,000.00 debit. Some question 
might be raised as to the treatment of the gain on sale of fixed assets but a degree of 
lenience was granted here in assessing the solutions presented. 


ADVANCED COST ACCOUNTING — PAPER | — 1952 EXAMINATION 
ComMents By A. V. Harris, C.A., R.I.A. 


QUESTION 2 (6 marks) 
Write a brief note on each of the following: 
(a) Basic or Measure standard. 
(b) The possible causes of a Material Price Variance Credit balance. 
(c) Accounting for spoilage in a process cost system. 


SOLUTION TO QUESTION 2 
(a) A Basic Standard is a standard used as a basis of comparison. It does not 
represent what costs should be, but remains as originally set and so 
“measures” the change. 
(b) 1. Price has dropped. 
2. Poor quality purchased. 
3. Larger quantity than expected bought at quantity discount. 
1. Errors in recording. 
(ec) Spoilage can be deemed to be (1) normal or (2) abnormal. 
If normal to the process usually accounted for by omission, i.e. the re- 
maining good units bear the total cost. If the spoilage occurs after the first 
process it is necessary to recalculate the cost of the first process for use in 
succeeding processes. It is unchanged in the first process. 
Abnormal spoilage is costed. Total good production of a process plus 
units spoiled are considered as produced. Cost of those spoiled is deter- 
mined and extracted from regular process cost sheet and shown as a 
separate item — “Loss from Abnormal Spoilage”. 


COMMENTS: 

Of the above three simple theory questions, the second was the one best 
answered. However candidates did not as a whole supply a satisfactory answer for 
the entire question. Slightly over 150 papers were examined, and statistics show the 
average mark was slightly over 3 points out of a possible 6. 


FUNDAMENTALS OF COST ACCOUNTING — 1952 EXAMINATION 


QUESTION 2 (14 marks) 
The Balance Sheet of the General Supply Co. Ltd., as at June 30, 1951, follows: 





Materials $140,000.00 
Work in Progress 30,000.00 
Finished Goods 160,000.00 
Under-Applied Overhead 3,000.00 
Other Assets 319,000.00 $652,000.00 
Liabilities $ 50,000.00 
Capital Stock 500,000.00 


102,000.00 $652,000.00 


Surplus 











STUDENT SECTION 


he At the beginning of their new year, July 1, a cost system using a self balancing 
oD factory ledger is installed. The following accounts are opened: 
of Materials, Work in Progress, Finished Goods, Factory Overhead Expenses, 
General Ledger. 
In the next 6 months the following occurs: 
a (a) Materials Purchased : $ 500,000.00 
(b) Materials Requisitioned 600,000.00 
(c) Labour Employed — 
Direct 260,000.00 
Indirect 40,000.00 
(d) Heat, Light and Power 30,000.00 
(e) Rent 24,000.00 
(f) Insurance 6,000.00 
not (g) Property Taxes 12,000.00 
50 (h) Depreciation of factory plant 10,000.00 
(i) Factory Repairs 28,000.00 
(j) Work fully completed 1,005,000.00 
(k) Productive Hours 760,000 
(1) Inventory of Finished Goods _ - 165,000.00 
(m) Overhead is distributed on direct labour basis at .20c¢ per hour. 
(n) Under or over absorbed burden is to be deferred. 
re- 
eas Required: 
in (a) Journal Entries required for the Factory Ledger. 
(b) Statement of Cost of Manufacture for period. 
lus (c) Statement of Cost of Goods Sold for period. 
er- (d) Brief comments on principle involved in (n) above and in treatment as 
a per opening Balance Sheet. 
SOLUTION TO QUESTION 2 
“st FACTORY LEDGER ENTRIES 
or 
the Dr. Cr. 
Materials $140,000.00 
Work in Progress 30,000.00 
Finished Goods 160,000.00 
Factory Overhead Expenses 3,000.00 
General Ledger $333,000.00 
WS: (This opening entry was required, although many candidates assumed it had 
already been made.) 
Dr. Cr. 
(a) Materials $500,000.00 
General Ledger $500,000.00 
(b) Work in Progress 600,000.00 
Materials 600,000.00 
(c) Work in Progress 260,000.00 
Factory Overhead Expenses 40,000.00 
Factory Ledger 300,000.00 
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(d) Factory Overhead Expenses 110,000.00 

General Ledger 110,000.00 

Heat, Light and Power $ 30,000.00 

Rent 24,000.00 

Insurance 6,000.00 

Property Tax 12,000.00 

Depreciation 10,000.00 

Factory Repairs 28,000.00 

$110,000.00 

(e) Finished Goods $ 1,005,000.00 

Work in Progress $ 1,005,000.00 
(f) General Ledger 1,000,000.00 

Finished Goods 1,000,000.00 
(g) Work in Progress 152,000.00 

Factory Overhead Expense 152,000.00 

STATEMENT OF COST OF MANUFACTURE 

FOR THE SIX MONTHS ENDED 31st DECEMBER, 1951 
Inventory Work in Process, Ist July $ 30,000.00 
Materials Used 600,000.00 
Direct Labour 260,000.00 
Factory Overhead Applied 152,000.00 


$ 1,042,000.00 
Less Inventory Work in Progress, 31st December 37,000.00 
$ 1,005,000.00 
STATEMENT OF COST OF GOODS SOLD 
FOR THE SIX MONTHS ENDED 3lst DECEMBER, 1951 


Inventory Finished Goods, Ist July $ 160,000.00 
Cost of Goods Manufactured 1,005,000.00 


$ 1,165,000.00 
Less Inventory Finished Goods, 3lst December _ 165,000.00 


Cost of Goods Sold $ 1,000,000.00 


(d) The practice of the company in carrying forward for more than one year non- 
applied overhead is not sound. It should be written off in the cycle of one year. 
It is satisfactory procedure to defer it for interim statement purposes, if it does not 
appear to be seriously out-of-line with past experience. 
COMMENTS 

Students who found themselves in difficulty in this problem appeared to be 
confused because of the separate set of books in the factory. Therefore, their journal 
entries ignored the fact that there were two sets of books. Some also forgot to transfer 
back to the general ledger the cost of goods sold. The problem, in the opinion of 
this examiner, was clear, and frequently the student was too uncertain of his entries. 
Many ignored the (d) part of the question. Despite all the aforementioned, students 
answered this well, and the average mark was high — which was just as well, in view 
of the troublesome questions which followed. 
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